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(1) Short determination year.
(2) Short base period year.
(3) Years overlapping the effective dates of

section 41 (section 44F).
(i) Determination years.
(ii) Base period years.
(4) Number of months in a short taxable

year.
(e) Examples.

§ 1.41–4 Qualified research for taxable years
beginning after December 31, 1985. [Reserved]

§ 1.41–5 Qualified research for taxable years
beginning before January 1, 1986

(a) General rule.
(b) Activities outside the United States.
(1) In-house research.
(2) Contract research.
(c) Social sciences arts or humanities.
(d) Research funded by any grant, con-

tract, or otherwise.
(1) In general.
(2) Research in which taxpayer retains no

rights.
(3) Research in which the taxpayer retains

substantial rights.
(i) In general.
(ii) Pro rata allocation.
(iii) Project-by-project determination.
(4) Independent research and development

under the Federal Acquisition Regulations
System and similar provisions.

(5) Funding determinable only in subse-
quent taxable year.

(6) Examples.

§ 1.41–6 Basic research for taxable years
beginning after December 31, 1985. [Reserved]

§ 1.41–7 Basic research for taxable years
beginning before January 1, 1986

(a) In general.
(b) Trade or business requirement.
(c) Prepaid amounts.
(1) In general.
(2) Transfers of property.
(d) Written research agreement.
(1) In general.
(2) Agreement between a corporation and a

qualified organization after June 30, 1983.
(i) In general.
(ii) Transfers of property.
(3) Agreement between a qualified fund and

a qualified educational organization after
June 30, 1983.

(e) Exclusions.
(1) Research conducted outside the United

States.
(2) Research in the social sciences or hu-

manities.
(f) Procedure for making an election to be

treated as a qualified fund.

§ 1.41–8 Aggregation of expenditures.

(a) Controlled group of corporations; trade
or businesses under common control.

(1) In general.
(2) Definition of trade or business.
(3) Determination of common control.
(4) Examples.
(b) Minimum base period research ex-

penses.
(c) Tax accounting periods used.
(1) In general.
(2) Special rule where timing of research is

manipulated.
(d) Membership during taxable year in

more than one group.
(e) Intra-group transactions.
(1) In general.
(2) In-house research expenses.
(3) Contract research expenses.
(4) Lease Payments.
(5) Payment for supplies.

§ 1.41–9 Special rules.

(a) Allocations.
(1) Corporation making an election under

subchapter S.
(i) Pass-through, for taxable years begin-

ning after December 31, 1982, in the case of
an S corporation.

(ii) Pass-through, for taxable years begin-
ning before January 1, 1983, in the case of a
subchapter S corporation.

(2) Pass-through in the case of an estate or
trust.

(3) Pass-through in the case of a partner-
ship.

(i) In general.
(ii) Certain expenditures by joint ventures.
(4) Year in which taken into account.
(5) Credit allowed subject to limitation.
(b) Adjustments for certain acquisitions

and dispositions—Meaning of terms.
(c) Special rule for pass-through of credit.
(d) Carryback and carryover of unused

credits.

§ 1.41–1 Introduction to regulations
under section 41.

Sections 1.41–2 through 1.41–9 deal
only with certain provisions of section
41. The following table identifies the
provisions of section 41 that are dealt
with, and lists each with the section of
the regulations in which it is covered:

Section of the regulations Section of the
Code

1.41–2 ......................................................... 41(b)(1)
41(b)(2)(A)(ii)
41(b)(2)(A)(iii)
41(b)(2)(B)
41(b)(3)

1.41–3 ......................................................... 41(c)(2)
41(f)(4)

1.41–5 ......................................................... 41(d)
1.41–7 ......................................................... 41(e)
1.41–8 ......................................................... 41(f)(1)
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Section of the regulations Section of the
Code

1.41–9 ......................................................... 41(f)(2)
41(f)(3)
41(g)

Sections 1.41–4 and 1.41–6 deal with the
definition of qualified research and
basic research for taxable years begin-
ning after December 31, 1985. Section
1.41–3 also deals with the special rule in
section 221(d)(2) of the Economic Re-
covery Tax Act of 1981 relating to tax-
able years overlapping the effective
dates of section 41. Section 41 was for-
merly designated sections 30 and 44F.
The regulations refer to these sections
as section 41 for conformity purposes.
Of course, whether section 41, 30 or 44F
applies to a particular expenditure de-
pends upon when the expenditure was
paid or incurred.

§ 1.41–2 Qualified Research Expenses.
(a) Trade or business requirement—(1)

In general. An in-house research ex-
pense of the taxpayer or a contract re-
search expense of the taxpayer is a
qualified research expense only if the
expense is paid or incurred by the tax-
payer in carrying on a trade or busi-
ness of the taxpayer. The phrase ‘‘in
carrying on a trade or business’’ has
the same meaning for purposes of sec-
tion 41(b)(1) as it has for purposes of
section 162; thus, expenses paid or in-
curred in connection with a trade or
business within the meaning of section
174(a) (relating to the deduction for re-
search and experimental expenses) are
not necessarily paid or incurred in car-
rying on a trade or business for pur-
poses of section 41. A research expense
must relate to a particular trade or
business being carried on by the tax-
payer at the time the expense is paid or
incurred in order to be a qualified re-
search expense. For purposes of section
41, a contract research expense of the
taxpayer is not a qualified research ex-
pense if the product or result of the re-
search is intended to be transferred to
another in return for license or royalty
payments and the taxpayer does not
use the product of the research in the
taxpayer’s trade or business.

(2) New business. Expenses paid or in-
curred prior to commencing a new
business (as distinguished from expand-

ing an existing business) may be paid
or incurred in connection with a trade
or business but are not paid or incurred
in carrying on a trade or business.
Thus, research expenses paid or in-
curred by a taxpayer in developing a
product the sale of which would con-
stitute a new trade or business for the
taxpayer are not paid or incurred in
carrying on a trade or business.

(3) Research performed for others—(i)
Taxpayer not entitled to results. If the
taxpayer performs research on behalf
of another person and retains no sub-
stantial rights in the research, that re-
search shall not be taken into account
by the taxpayer for purposes of section
41. See § 1.41–5(d)(2).

(ii) Taxpayer entitled to results. If the
taxpayer in carrying on a trade or busi-
ness performs research on behalf of
other persons but retains substantial
rights in the research, the taxpayer
shall take otherwise qualified expenses
for that research into account for pur-
poses of section 41 to the extent pro-
vided in § 1.41–5(d)(3).

(4) Partnerships—(i) In general. An in-
house research expense or a contract
research expense paid or incurred by a
partnership is a qualified research ex-
pense of the partnership if the expense
is paid or incurred by the partnership
in carrying on a trade or business of
the partnership, determined at the
partnership level without regard to the
trade or business of any partner.

(ii) Special rule for certain partnerships
and joint ventures. (A) If a partnership
or a joint venture (taxable as a part-
nership) is not carrying on the trade or
business to which the research relates,
then the general rule in paragraph
(a)(4)(i) of this section would not allow
any of such expenditures to qualify as
qualified research expenses.

(B) Notwithstanding paragraph
(a)(4)(ii)(A) of this section, if all the
partners or venturers are entitled to
make independent use of the results of
the research, this paragraph (a)(4)(ii)
may allow a portion of such expendi-
tures to be treated as qualified re-
search expenditures by certain part-
ners or venturers.

(C) First, in order to determine the
amount of credit that may be claimed
by certain partners or venturers, the
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